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The development of investment in Indonesia is experiencing favorable
conditions that it becomes a good condition for investors to invest in the stock
market. The investors need information to analyze their investment. It means that
there is accounting information and non-accounting information needed for
investment decisions. Accounting information is information presented in the form
of financial statements (e.g. net income, sales, current assets), as for the non-
accounting information is information presented in the form of information for
shareholders, management discussion and analysis, corporate governance, and
Corporate Social Responsibility (CSR) reporting. The publication of financial
statements and annual reports in the IDX website shows that there were 483
companies which had presented its financial statements and 490 companies which
had presented its annual reports in 2013. While in 2014 there were 493 companies
which had presented its financial statements and 494 companies which had
presented its annual reports, and there were 486 companies which had presented its
financial statements and there were 487 companies which had presented its annual
reports in 2015. This indicates an increase for company’s disclosure of the audited
financial statements and the audited annual reports. “Undang-Undang No.40 tahun
2007 tentang Perseroan Terbatas” has also encouraged companies to disclose
sustainability reporting. According to the Global Reporting Initiative (GRI), there
2were 85 companies had published its sustainability reporting in February 2016. The
understanding of investors about those informations or any disclosure presented by
the company is important to make investment decision because it reflects
uncertainty faced by the company.
The factors that affect the investment decisions can be described in a
model of the belief adjustment process. Hogarth and Einhorn (1992) proposed the
belief adjustment model which proposed that individual who processes information
sequentially will use the anchoring process and adjustment process. Belief
adjustment model predicts that there is no order effect on the consistent evidence
that occurs when an individual gets various evidence. The order effect will often
come up when the disclosure pattern is sequential or step by step (SbS). Pinsker
(2007) concluded that the belief revision in determining stock prices is significantly
larger (smaller) in the sequential conditions, when a set of short series information
consistently positive (negative) revealed sequentially, compared to the
simultaneously disclosure. While the belief revision in determining stock prices is
significantly larger (smaller) in the sequential conditions, when a set of long series
information consistently negative (positive) revealed in the sequential conditions,
compared to the simultaneously disclosure.
Research conducted by Luciana Spica Almilia and Supriyadi (2013)
concluded that there is a difference on investment decision among participants who
received good news followed by bad news compared to participants who received
bad news followed by good news in sequentially (Step by Step) information
disclosure. And conversely, there is no difference for participants who received
3good news followed by bad news compared to participants who received bad news
followed by good news in simultaneously (End of Sequence) information
disclosure. The information orders that are tested in this study are a step by step
(SbS) and the end of sequence (EoS). Luciana Spica et al. (2013) stated that step
by step (SbS) is a pattern of information presentation when investors had the
transaction based on simple shared information (e.g., financial statements and the
quarterly interim non-accounting information obtained from the mass media) and
performed in sequence. The end of sequence (EoS) is a pattern of information
presentation when investors had the transaction based on complete information and
the whole reports obtained at such particular timelines (e.g., complete annual report
which does not only contain financial statement).
Ghosh and Wu (2012) explained that the measurement of financial and
non-financial performance and their favorableness have interactive impact on the
analyst recommendations. The results indicate that the recommendations were
almost "definitely sell" was given when both financial and non-financial measures
were unfavorable. The recommendations did not change materially during the
financial measures remained unfavorable, where the size of the non-financial
favorableness was not relevant when the financial measures are unfavorable. When
the financial measures look favorable, non-financial measure had a differential
effect on analyst recommendations depending on whether these measures were
favorable or unfavorable. When non-financial measures were unfavorable, the
recommendations closer to "hold", but when the non-financial measures expected
to favorable, the recommendation were closer to "definitely buy". This phenomenon
4is encouraging researcher to examine the effect of accounting information and non-
accounting information on investment decision making. Thus, this study is intended
to examine the belief adjustment theory developed by Hogarth and Einhorn by
testing the type of information (accounting information and non-accounting
information), the information order (good news followed by bad news and bad news
followed by good news) and the information disclosure pattern (step by step and
end of sequence).
Trivers (2004) stated that in self-deception theory, individuals are
designed to think they are better (smarter, stronger) than they really are. Thus, an
individual may be able to posture more effectively to potential competitors by
genuinely believing that his abilities are greater than they are. Self-deception can
explain overconfidence (a tendency to overestimate one’s ability or judgment
accuracy), and dynamic processes that support overconfidence such as biased self-
attribution (a tendency to attribute successes to one’s own ability and failure to bad
luck or other factors).
In light of recent accounting scandals and the successive financial crises
that characterized the modern economies lead to the question of the functioning of
financial markets. The investors have to make investment decision in an unstable
environment. The ability of investors to accurately identify new information shall
decide whether the decision making is correct or incorrect. Investors are assumed
to be rational in their efforts to identify and process the relevant information for
optimal decisions. This study tries to understand the attitudes of investors
influenced by errors in judgments or even mental routines. Indeed, investors are not
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or feelings which are not clearly justified by economic fundamentals. One of
cognitive bias in the behavior of finance is overconfidence, the tendency of decision
makers to give excessive weight to the assessment of knowledge and accuracy of
information possessed and ignore the public information available.
Various studies to test the effect of overconfidence bias in the financial
markets have been conducted by some researchers. Bloomsfield et al. (1999) find
that investor overconfidence increase prediction error and creating adverse trading,
buy stock too expensive or sell stock too cheap. Other effect of overconfidence
behavior is excessive trading in the stock market (Odean, 1998). This is caused by
the high overconfidence of investors that they have ability and specific knowledge
in the field of stock market investments that causes a tendency to do frequent
transactions or buy stock too expensive.
Based on a review of existing research, Hogarth and Einhorn (1992,6)
stated that information range from 2 to 12 informations are considered as short
series information, while long series is one that contains 17 or more informations.
The information series tested in the current study is long series information only.
Based on the background above, this study is aimed to examine the
information order, disclosure pattern, information type and identifying investors
overconfidence on investment decision making. The information orders that are
tested in this study are good news followed by bad news or reverse. The disclosure
patterns that are tested in this study are a step by step (SbS) and the end-of-sequence
(EoS) with respect to the decision making of company financial statement, while
6the information types that are tested in this study are accounting information and
non-accounting information. Investor overconfidence that is identified in this study
is classified as overconfidence or non-overconfidence. The result of this study is
addressed to contribute to the accounting literature is the existence of belief
adjustment model developed by Hogarth and Einhorn that will be examined in this
study in setting the investment decision.
According to the explanation above, the author proposes title
“Examining Belief Adjustment Model and Investors Overconfidence on
Investment Decision Making” to headline the purpose of study. This is especially
to identify the effect of belief adjustment model and investor overconfidence
towards investment decision making.
1.2 Problems of Research
This study seeks to investigate the following questions:
1. Is there a different judgment between the investor who receives good news
followed by bad news (++--) and the one who receives bad news followed
by good news (--++) information order in Step by Step disclosure pattern
and accounting information type?
2. Is there a different judgment between the investor who receives good news
followed by bad news (++--) and the one who receives bad news followed
by good news (--++) information order in Step by Step disclosure pattern
and non-accounting information type?
3. Is there a different judgment between the investor who receives good news
followed by bad news (++--) and the one who receives bad news followed
7by good news (--++) information order in End of Sequence disclosure
pattern and accounting information type?
4. Is there a different judgment between the investor who receives good news
followed by bad news (++--) and the one who receives bad news followed
by good news (--++) information order in End of Sequence disclosure
pattern and non-accounting information type?
This research also examines investor overconfidence characteristics by using
calibration technique to investigate the following question:
Is there any effect of investor overconfidence characteristics on investment
decision making?
1.3 Research Objective
Based on the problem formulation above, this study objective is:
1. To examine whether there is a different judgment between the investor who
receives good news followed by bad news (++--) and the one who receives
bad news followed by good news (--++) information order in Step by Step
disclosure pattern and accounting information type.
2. To examine whether there is different judgment between the investor who
receives good news followed by bad news (++--) and the one who receives
bad news followed by good news (--++) information order in Step by Step
disclosure pattern and non-accounting information type.
3. To examine whether there is a different judgment between the investor who
receives good news followed by bad news (++--) and the one who receives
8bad news followed by good news (--++) information order in End of Sequence
disclosure pattern and accounting information type.
4. To examine whether there is a different judgment between the investor who
receives good news followed by bad news (++--) and the one who receives
bad news followed by good news (--++) information order in End of Sequence
disclosure pattern and non-accounting information type.
This research is also aimed to examine investor overconfidence
characteristics by using calibration technique whether there is any effect of
investor overconfidence characteristics on investment decision making
1.4 Research Benefit
This research is going to provide benefits for:
1. Investors
a. Provide information about the extent of belief adjustment model on
investment decision making.
b. Provide additional information about the level of investor overconfidence
that affect investor trading behavior and stock price judgment as the
reference to be considered in investment decision making process.
2. Author
This study provides information and gives result of experimental study in
association between belief adjustment model and investor overconfidence
level on investment decision making among non-professional investor.
93. Future Researcher
This study provides information about the existence of belief adjustment
model developed by Hogarth and Einhorn examined in this study in setting
the investment decision. The result should inspire the future researcher for
further study.
1.5 Systematic of Writing
This research proposal was written according to the systematic which
consists of three chapters and explained as follows:
CHAPTER I : INTRODUCTION
This chapter describes the current issues which underlying
the study, problem of research, research objective and
benefit, and systematic of proposal writing.
CHAPTER II : LITERATURE REVIEW
This chapter describes previous study, basis theory,
research framework, and hypothesis.
CHAPTER III : RESEARCH METHOD
This chapter describes data design of the study, study
limitation, identification of variables, operational definition
and measurement of variable, population, sample and
sampling technique, data and data collection method, and
data analysis technique.
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CHAPTER IV HYPOTHESIS TESTING RESULT AND DISCUSSION
This chapter describes the result of the research and
discusses the result by correlating with previous study and
related theory.
CHAPTER V CONCLUSION
This chapter concludes the result of the research, informs
the research limitation, and gives recommendation based on
the result.
